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As the Exhibit 8 illustrates, in the 33 markets that we analyzed, from market size 1 to 232 in our sample. the 
data suggests that on average, under our market based test, there are 47.5% fewer radio stations represented in 
these markets than are recognized under the market-based test we are proposing. The median decline is 
35.8%. 

The Commission, the courts, Congress and the industry may find this to be inconsistent. Should we 
dramatically lower the station count in a market without making any adjustment to the tiers themselves? 

Again, the statute provided tiers in the radio business based on station counts that rely on 1992’s FCC 
decision to use contours to determine market station counts. If we move to a generally far-more restrictive 
test (24 of 33 markets showed declines station counts in the market-based proposal relative to the contour 
approach), should we reflect the change in the ownership tiers? 

We believe there is a basis to do so, although we support modest tweaks. We suggest that the upper limit of 
the top ownership three tiers (45 stations, 30 stations and 15 stations) be reduced by 5 stations in each case. 

Here are our suggestions: 

Exhibit 9: Proposed Adjustment to Existing Radio Market Tiers. Contour Based Versus Market-Based Definitions 
Station Selvice (AMIFM) 

Ownership Ownership 
Limit Limit 

Existinq Tiers Under Contour Based Rules 
if a Market Has More Than 45 Radio Statnns 
if a Market Has More Than 30 Radio Stabons and 44 or Fewer Sbhons 
If a Market Has More Than 15 Rad0 statunons and 29 or Fewer Sb6ons 

8 5 
7 4 
6 4 

50% or 5 Stabns, Mlhlchever is Less If a Market Has 14 or Fewer Stabons 

Proposed Tiers Under Market-Based Rules 
If a Market Has More Than 55 Radio Sbbns 10 6 

8 5 
7 4 

If a MarketHas More Than 40 Radio SBbns and 54 or Fewer Sblons ....... . . . .  - ..... -. 
if a MarketHas More Than 25 Radio Sbbns and 39 or Fewer Sbdons 

6 4 ..... if a Market Has . .  More Than 15 Radio Sbbns .......... and 24 ”_ or Fewer Sblons ...... . . . . . . .  
ifa MarketHas 14 or Fewer Staaons 50% or 5 Stalons, Vlhichever is Less ........ 

Tdecwnmunicatim Actd 1996; Bear, S m  & Co., Inc. 
......... . . .  .- . . . . . . . . . . .  ............ ... _.__ __ . .  .... ... 

As Appendix Two shows the outcome of these [include 10 station tier and lower each tier by 5 to reflect disparity 
between contour and Metro-market station base; the denominator] proposed changes to the radio market definition. In 
Appendix Two, those markets that would have changes to existing tiers to new tiers are highlighted in a boxed area. 

This analysis shows: 

o A list of the top 200 Metro markets, which are based on Arbitron’s definition and BIA Media Access Pro 
data. 

o A list of how many commercial radio stations BIA’s Media Access Pro recognizes in the Metro market. 

o A list of how many non-commercial stations BIA’s Media Access Pro recognizes in the Metro market 

o A list of how many total commercial and noncommercial stations there are in each Metro market. 

o A list of how many radio properties one owner could theoretically own in a particular market according to 
the Telecommunications Act of 1996. 



o A list of the maximum number of AM or FM stations that are permitted to be owned in a particular 
Metro. 

A list of the top two revenue producers in a padcular Metro (the report itself will include a list of the top 
three - the chart could not fit the confines of this report’s template). 

A list of how many radio stations these two top revenue producers own in the Metro (the first number 
represents the number of AM stations an operators owns, the second number represents the number of FM 
stations owned and the third number represents the number of stations that the local radio station operator 
would have to divest upon transfer of assets. m e  are assuming that “non-compliant clusters’’ under our 
proposal would be “grandfathered” until these assets are sold. We also support the transferability of 
station assets as well - more on this later.] 

Station groups that would theoretically exceed existing ownership limits (the total number of radio 
stations permitted in a local market and/or those that own too many AM or FM stations as permitted by 
the revised definition) are in bold typeface. 

o 

o 

o 

We believe that if this framework is used, we believe that: 

Upon sales of clusters (we are assuming that current theoretical “noncomplying clusters” will be “grandfathered” 
and we also argue later in our piece that the FCC should allow existing clusters to be transferred), we would 
expect that station sales would be required in over 64 markets within the top 200 radio markets. 

If the FCC does not permit transferability, then theoretically, upon sales of clusters, we expect that.approximately 
107 stations (approximately 1.3% of all commercial and non-commercial radio stations in the top 200 markets, 
which approximate 8,111 stations) within the aforementioned 64 markets would need to be sold. 

In Exhibit Eleven, we summarize the impact to public radio companies. For the public companies, we would find 
70 (down from previous level of 92) “noncompliant” stations in the top 200 markets. For the private companies, 
we believe there are an additional 37 (down from previous level of 44) “non-compliant” stations in the top 200 
markets spread among 20 different radio owners. 

As one can see Clear Channel and Cumulus would most likely be at risk upon sales of clusters. If transferability 
is not considered by the FCC, Clear Channel would technically have to divest 35 stations (down from 48 stations 
and representing nearly 3% of the company’s 1,206 total stations), while Cumulus would still have to 
theoretically part with 12 stations (4.6% of the company’s 263 total stations) upon a sale and transfer of assets. 
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Our Proposal - Permit “GrandfatherinP and Transferability. In addition to basic “market-based changes and a 
proposal to adjust the ownership tiers in radio, we believe that the Commission should “grandfather” non-compliant 
station groups and allow for these clusters to be transferred in tact (permit transferability). 

o Permit “Grandfathering” and Transferability. When all of the current radio transactions were negotiated, 
approved, funded and now, operated, the radio operators did transactions that were fully compliant with the FCC’s 
own internal standards for radio market definitions and Congress’ tacit approval of that standard as adopted in the 
Telecommunications Act of 1996. 

We believe a significant change to the radio market definition would be disruptive to the competitive landscape in the 
radio business and in the capita1 markets, which in many cases supported the industry’s consolidation. We see 
problems in a few areas, including: 

The Acquisition Market. Potentially, with changes in rules, an acquirer in a radio market may not be able to 
amass sufficient scale and market presence to legitimize entry or compete effectively with a player who may be 
“grandfathered when the rules are changed. This could affect the structure of the radio industry. 

The Competitive Positions of Radio Operators. If the market definition in radio is changed and the FCC 
permits existing operators protection from forced divestitures (“grandfathering” existing station clusters), it could 
create radio markets wherein incumbent operators could have very significant competitive positions and would-be 
competitors will be restricted from building similar competitive positions, affording incumbents permanent 
economic advantage. Changing the rules could actually “lock-in” the cument ownership shcture  of radio, which 
is not likely the intent of Congress and would not be healthy for the continued formation,of the radio industry. 

The Disposition Marketplace. An operator who wished to sell a station should be very displeased with any 
significant change in the radio market definition. Stand-alone operators may not earn top prices with reduced 
numbers of potential bidders and incumbents could find fewer bidders for existing radio platforms if they are 
forced to comply with new market definition rules. 

Many operators bought properties at full multiples based on the current rules and regulations that bind the radio 
industry. Changes to market definitions could affect exit valuation multiples. 

The Capital Markets. Many parties committed capital to the industry based on a sbucture which was in place, 
and developed within the Commission since 1992, and to which Congress made no changes. 

In the process of consolidating the most highly fragmented of all media industries, banks, bondholders and equity 
holders financed these legal transactions. In total, we estimate that approximately 9,700 radio stations have 
changed hands since 1Q 1996 for total proceeds exceeding $125 billion. Obviously, a significant amount of the 
station count and transaction value reflects stations that were required to spun-off in large-scale trmsactions at the 
order of the Department of Justice or the FCC. 

Asset protection and asset values are a key component to bank loans, bond values and equity value for 
shareholders. The FCC should keep these capital markets in mind when looking at its policy. 

Could Disrupt “Normal Course of Business Transactions”. More specifically, certain “normal course of 
business” financial transactiondstructures, which are very common in the radio industry, would come under 

o 
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a. A Sale to the Public of More Than a 50% Stake of a Company. Should a Company go public and 

issue more than 50% of its stock to public stockholders, such an action would constitute a major change 
requiring prior FCC consent on a long form transfer of control application. Such a filing would trigger 
the new rules and the public company would have to demonstrate compliance. Thus going public could 
require the resulting company to divest itself of non-conforming properties. In an extreme case it might 
result in elimination of going public as an exit strategy. 



b. A Merger Between Two Companies Could Also Trigger Dispositions. The reality of disposition of 
properties could also theoretically occur when one company merges with another entity and more that 
50% of its ownership passes into new hands. 

c. The Death of a Majority Holder of Stock Disposition of radio properties could also theoretically occur 
in the case that an individual holder of 50% or more of a company’s stock passes away. 

Having encouraged consolidation for all of these reasons, it would make no sense for the Commission to require 
current broadcasters to divest stations. 

Additionally, we believe that owners should be able to transfer currently legal (current statute and FCC interpretation) 
stations clusters to potential future acquirers. 

Additionally, without “grandfathering” and transferability, this could potentially destroy the economies and 
efficiencies some groups have already put in place by owning a cluster in a &en market. 



Our‘Prouosal - Other Issues. LaStly, as we run through the various likely scenarios that we conceive of in the 
marketplace, we would also propose the following: 

o Have Two Ownership Options in Radio’s Four Major Embedded Markets. In the United States, Arbitron 
recognizes 286 Metros in the US. And in only five of these 286 Metros, Arbitron recognizes the unique relationship 
of several related radio markets. Arbitron refers to these as “embedded” markets. 

In a sense, an “embedded Metro” is a huge Metro thathas smaller radio markets that comprise the radio marketplace. 
An embedded market is essentially a geographic subset of the larger “parent” market. The “parent” and the embedded 
Metros have their own Arbitron ratings book. 

The listenership sample used for these embedded radio markets is also used in the calculation of listening estimates 
for the parent market. Essentially, the nature of the embedded markets and their “parent” are intertwined. This is 
acknowledged by the fact that listener samples of the embedded markets are also included in the “parent” market. 

“Parent” radio markets and their embedded markets include: 

o New York City’s embedded markets include: Nassau-Suffolk, NY (market rank 18), Middlesex-Somerset-Union, 
NJ (market rank 36). Monmouth County (market rank 52), Westchester (market rank 60), Momstown (market 
rank 113) and Stamford-Norwalk (market rank 142), 

San Francisco’s embedded markets include: San Jose (market rank 30) and Santa Rosa (market rank 107). 

The Washington D.C. market has one embedded market, Frederick, MD 

o 

o 

o 

o 

For purposes of our discussion, we will ignore the Portsmouth-Dover-Rochester, NH market because it is too small to 
be relevant for our proposals. 

We believe that the Commission should recognize the unique nature of these “embedded markets, especially given 
how few of them there are; only 1.4% of all radio markets are considered to have embedded markets. 

This is what we suggest for these embedded markets: 

The Providence-Wanvick-Pawtucket’s embedded market is New Bedford-Fall River (market rank 186). 

Portsmouth-Dover-Rochester, NH’s (market 116) embedded market is.Manchester, NH (1 86). 

o Calculate the Number of Stations in the Embedded Market. For calculating the number of radio stations 
for embedded markets, the FCC should count all the stations in the broad Metro in its station counts. This 
would be consistent with Arbitron’s approach in its listenership samples, for example. Given this, we believe 
that the embedded markets would have station counts approaching 147 in New York City, 105 in San 
Francisco, 61 in Washington D.C. and 47 in Providence. 



Exhibit 11: Embedded Radio Market Station Counts .Parent Market in Bold 
Station Station 

Station . -%ersh,ip,Max ..~ Ownership Max 

NewYork Metro - -  Market Stations Limit. See Note Parent Market Parent Market- 
NewYorkCity 2 60 

................ - . . . . . . . . . . . . . . . . . . . . . . . . .  .......... 

. . ~. 
Embedded Radio Cwnenhip i f  Own in if Not Own in . . . . . . . .  ._ .... _ _  . . . . . . . . . . . . . . . . . . . .  ... 

8 - . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ..... .. .- ......... ....... . . . . . . . . . . .  
Midlesex-SomerseCUnbn, NJ 18 38 7 
Monmulh County 52 -22 6 

Morrisbwn 
Sfambrd-Norwaik 

VUeWeskr 60 11 5 

-. San Francisco Metro ... -. ................ . . . . . . . . .  . 

Sanb Rosa 107 - 18 6 

Washington, D.C. . ,  

Frederkk, MD 203 -, 8 .. 4 

Providence-Warwich-PawhICket 34 39 7 
4 New Bedbrd-Fall River 112 - 8 

4 65 8 
30 22 6 

San Francisco 
San Jose . . . . . . . . . . . . . . . .  . . . . . . . . .  .- .......... 

105 20 * 16 
Washinaton, D.C. Metro 

8 53 8 

61 12 10 
Providence-WaNuich-Pawtucket 

I n  A? 11 

0 
7 
6 
5 
3 
5 

26 
- 

0 
6 
- 6 

12 

0 
4 
4 

0 
4 - 

. I  I” 4 7 ,  

Source BIA - Investing in Rad0 ‘Media Access Pro’, Bear, Skarns & Co.. Inc. 

Note 1: We are proposing that the Commission should add another ownership tierwhich would 
permit an operator to own up to ten stations in one market in caseswhen the market has 55 
or more stations. . . - 

Does an Operator Want to Own Stations in the “Parent” or Embedded Part of the Radio Market? We 
believe that the FCC should place ownership limits for broadcasters in each of these markets based upon 
whether the radio operator is focused on acquiring stations in large markets (New York City, San Francisco, 
Washington, D.C., and Providence) or the embedded markets. 

Allow Large Market Players to Assemble Full Complement of Stations in Parent Metro; Limit 
Ownership in Embedded Markets. For operators that focus on large market radio (Viacom and Clear 
Channel, for example), we propose that these companies should be able to purchase the maximum limit in the 
“parent” (large) market and own up to 15% of the entire Metro/embedded market radio station count. This 
allows an operator to focus acquisitions on the large “parent” market without taking full advantage of each 
embedded market’s ownership limits. 

The idea here is to allow an operatar to have a full complement of stations in a market like New York City 

entire Metro by accumulating a fuli complement of stations in the embedded Metros. 
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In other words, without taking this adjustment into consideration, our original proposal would permit one 
owner to amass 34 radio stations in the New York City Metro/embedded markets. This would probably not 
serve the diversity goals of the FCC.. 

Our revised proposal would only allow an operator that operates in the parent New York City market to own 
22 stations throughout the entire Metroiembedded markets, including the full complement of stations in the 
rest of the embedded markets. 



o Allow Mid-to-Small Market Players to Assemble Full Complement of Stations in Embedded Markets. 
For operators that focus on mid to small markets and have no presence in the “parent” market, we would 
permit an operator to own as many stations as is peGitted under each embedded markets’ ownership limits, 
Theoretically, one operator could acquire 26 stations (with stations in New York City) in all the embedded 
Metros outside of New York City in compliance with each market’s ownership limits. 

o Allow Operators to Fully Compete with “Grandfathered” Clusters. When a market-based test is applied, by its 
nature (since it recognizes fewer stations in the market than would contour tests), some markets will “tighten-up” and 
operators will theoretically be able to own fewer stations under market-based tests than they were under “contour- 
based” tests. We have identified 10 such markets in the top 75 markets alone (Cleveland, OH, Orlando, FL, Austin, 
TX, New Orleans, LA, West Palm Beach, FL, for example). However, “grandfathered” operators will potentially 
have permanent competitive advantage relative to all station group owners who are not “grandfathered’. We believe 
that the Commission should permit broadcasters in a “grandfathered” market to compete fully by allowing other radio 
operators in the market to assemble station groups of equal size as the “grandfathered” cluster. 

Allow Pending Transactions to Proceed Under Existing Rules. The acquisition marketplace is extremely active 
and there are many negotiated transactions pending in front of the Commission. Companies have invested substantial 
time and effort in deals that might be prevented if the FCC changes its rules in midstream. We believe that the FCC 
should “grandfather” existing radio transactions that are already pending. 

o 



FCC Perspectives. 

Leave WeU Enough Alone? FCC Should Realize that No Method for Determining the Definition of a Radio 
Market is Perfect. While the Commission will likely propose changes to the definition of a radio market, one could 
make the argument that almost any system to measure the size of a radio market and the number of participants in a radio 
market will not be perfect. 

Radio Market Definition Was Created by FCC-in 1992. The current method for determining the definition of 
a radio market is one that was developed by the Federal Communications Commission in 1992, when original 
duopoly rules were put in place. 

In 1992, the FCC adapted changes to its radio ownership rules to help the ailing radio industry, in which an 
estimated 60% of all radio stations were losing money in 1991. 

To ease the financial pressures on local radio stations, the FCC created rules that permitted duopolies for the first 
time. These rules allowed radio operators to own two Ah4 stations and two FM stations in the same radio market. 

In order to assess local competition, the FCC created definitions of what it believed constituted a radio market. 
This definition relied on engineering data. 

The current method of defining a radio market has been in place for over one decade and has been relied upon by 
the industry as the determining factor for local market consolidation. 

Congress Did Not Suggest Any Changes to FCC’s Definition. When Congress passe’d the Telecommunications 
Act of 1996, Congress made no changes to the FCC’s 1992 radio market definition, which implies that this 
standard is the one the Congress intended should be used to determine all future transactions. 

Every Method Has its Anomalies. Use of an Arbitron definition, or any other method for that matter, will no 
doubt exchange new anomalies for old ones. Since 1996, there have been approximately 9,700 radio stations sold 
for nearly $125 billion. The vast, vast majority of these transactions are not being called into question, but 
changes to the market definition in an effort to deal with a few anomalies may actual impact many more markets 
in which no apparent previous problem was cited. 

0 

There is no Standard Market. Every radio market is different. Some Arbitron Metro markets are characterized 
with a low metro population and a significant number of radio stations (Albuquerque, Honolulu and Charleston, 
SC are example) while other radio markets have large populations but seem “under-radioed (Baltimore, Atlanta 
and Minneapolis, for example). 

Some markets have flat terrain while other markets are hillyhave mountainous ranges, for exampie. In some 
markets, extra stations are needed to get radio signals to the vast geographic reaches of a radio market andor over 
mountains ranges. 

How will the FCC be able to fashion a rule that is consistent with all the anomalies of the markets themselves? 

FCC Has Already Provided Some Insight into its Thinking About Radio Concentration. While the FCC is already in 
the middle of a Rulemaking on the radio market definition issue, the Commission made some statements since the 2000 
.\l’K.\l r~!It2asrU Llldl U u  plulluc ~UIllC lil5iylii> lliiv IWI\ uic ~ u i i i i r l i 3 ~ 1 u 1 1  IUVILJ Y (  L Y U L Y  L V L I - C I ~ I ~ I I ~ Y L I .  

We believe that the FCC is already focused on acquisition and disposition issues and have already provided guidance on 
how the Commission views these. Perhaps the Commission should heed its own advice on these tentative 
positiondtentative conclusions. 

To review, we believe that the FCC made some important statements in its Notice of Proposed Rulemaking on the matter. 

50?40/70% Radio Revenue Share Test Already in Practice at the FCC - Why Not Use As a Standard? On 
acquisitions, in its @RM on radio rules, the FCC made its first public disclosure of revenue test guidelines the 



Commission used to evaluate whether to “flag” a proposed radio transaction. The FCC currently uses a standard 
that will reviewPflag” a transaction in cases where one owner would control 50% of the revenue of a particular 
market or where two owners control more than 70% of a market’s revenue. 

If the Commission essentially has no “concentration” issues on markets in which one operator would have SO% of 
a local radio market’s revenue share or in a market in which two operators control 70% of revenues, than perhaps 
this could be used as a proxy for whether there is enough diversity in a given marketplace. If the FCC realizes 
that there could be three players or so in a market;given the logical outcome of its 50%/70% test, then perhaps the 
FCC should use this as an internal guideline to determine ownership concentration issues. 

This would essentially allow the Department of Justice to have a say in the matter as well to the degree that 
mergers result in pro-forma revenue shares above 35% [the Department of Justice’s assumed trigger point for 
revenue concentration in radio.] 

Whatever the Commission decides to do in this area, it should adopt a bright-line standard that will guide 
entrepreneurs in structuring transactions so they can achieve some level of certainty in the outcome and avoid 
regulatory delay. 

FCC Tentatively Concluded Cluster Dispositions are  Acceptable Within Limitations. On the disposition 
front, the FCC tentatively concluded in its radio NPRM that fully assembled clusters would not have to be 
divested provided that the buyer is not already operating radio properties or in any other media in the market in 
which they intend to acquire a radio station(s). 

Again, the FCC should heed its own advice and, at a minimum, allow assembled clusters to be divested in their 
entirety. Additionally, while not addressed specifically, but inferred, is that it should allow existing clusters to 
remain intact; in other words, existing clusters should be “grandfathered”. 

Obviously, if a radio operator has assembled a revenue share in a radio market that is offensive the Department of 
Justice, the DOJ can intervene in a transaction involving the transfer of those assets. 

The FCC Should Appreciate the Good that Radio Deregulation Has Brought to the Industry. Lost in all the 
attention over the controversy over the definition of a radio market is the simple fact that Congress’ and the Federal 
Communications Commission’s deregulatory policy in radio has created a robust, economically viable media that is still 
free to consumers. 

The Industry is Far More Healthy Than in 1992. In 1992,60% of all radio stations were not viable. And in 
1992, the FCC passed its first rules loosening radio ownership. And in 1996, the Congess and the FCC 
passed/adopted new ownership rules that completely revitalized the radio industry. Radio competes vigorously 
against other media and is an economically vibrant industry. 

One could easily make the argument that a major motivating factor of the Telecommunications Act of 1996 and 
the FCC’s current radio ownership rules was the expected efficiencies and economies of scale that would be 
created by consolidation. The theory was that if you could generate savings from consolidating stations in a 
single facility with a smaller, common staff, programming would improve and the public would benefit (more 
news and public affairs, better air talent, etc.). 

T ‘ I + ; r n - + n l r .  tho crC’r nnlir., h n c  crr-td n n  i n d i , < ~  th7t i c  mrich mnre nmfitahle and i c  <elf-wctnininn. While 
60% of radio stations were not viable in 1992, many radio experts we polled believe that only 15% of radio 
stations were not profitable in 2002. And in many cases, we believe that larger clusters of stations that are 
profitable support these stations, thus malung them unlikely to ever go off the air. That is tremendous progress in 
a short time. 

Consolidation has Added New Formats. In addition, the public has about the same number of stations in the 
marketplace, but have more choice of formats, Owners who consolidate the market try not to create formats that 
cannibalize other stabons owned by that operator in the same market. Rather, operators tend to create different 
products that will extend their market reach. This reality on format diversity s has been reaffirmed by the FCC’s 



own “internal” white papers. See OUT November 2002 note entitled “Format Diversify - More from Less?” on the 
radio format issue. 

$125 Billion in Transactions and Few Complaints. The radio industry has seen nearly 9,700 radio stations 
change hands since the Telecom act, representing $125-plus billion in total transaction value. yet the amount of 
complaints logged against the industry be other media, competitors against competitor and from listeners relative 
to the incredible change the industry has undergone is a credit to the legislation and the FCC’s role in creating its 
own deregulatory framework and in its adoption of Congress’ statutes. The public is happy with radio. Arbitron 
consistently shows the there has been far less defection from radio than from other media 

Local Stations Have Added Local Services. In 1996, our industry experts suggest that most music stations did 
not have news departments. Now these stations have access to local news departments, and this has only been 
possible because these stations are a part of a larger cluster that spreads the costs over several stations. 

Industry Employment Has Stabilized. Radio was famous for its employment turnover prior to 1996. Now, 
with larger clusters, industry employment has stabilized, industry compensation is good and most employees now 
enjoy benefits. It could be argued that cluster management has brought new stability and economic vitality to the 
business. 
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